The authors analyse the relationship between GDP, imports-coverage ratio (NEX), FDI and gross fixed capital formation (GFC) in selected CEE countries by using an error correction model. The empirical results confirm positive long-run influence of imports-coverage ratio, FDI and GFC on GDP growth for all of the countries, except Croatia. In the case of Croatia there is a significant negative feedback between FDI and GDP growth in the long run and positive in the short run. By using B. Horvat research on this subject, a logical explanation of this sort of paradoxical behavior is suggested. Second uncommon result is the long run positive relationship between GDP and imports-coverage ratio. The obtained result speaks in favor of a conservative approach to running a national economy, where the current account and the imports-coverage ratio are taken into account and countries try to achieve economic growth through slower but stable, internally driven growth
Introduction
In the current era of influential multinationals and world-wide trade agreements, majority of the economies are very open to international trade. Trade volume as a share of GDP has grown sharply over the past decades, especially in transition economies that were largely closed prior to '90. There is extensive economic literature claiming that international trade has a positive impact on economic growth and such view is today widely accepted. There has been a substantial shift by many transitional economies towards liberal trade regimes as part of the Washington consensus, World Bank and World Trade Organization rules [21] . Reduction of tariff and non-tariff minimization of barriers to facilitate trade has been at the heart of these programs. The usual assumption is that the country's size is relevant for economic growth, i.e. that larger countries grow faster in case of trade barriers as opposed to smaller countries. Majority of papers claim that FDI has a positive effect on the economy of the host country (technology transfers, new processes, managerial skills, productivity gains, know-how) and that it is a significant factor in modernizing the host economy. On the other hand there is a strain of opposing research claiming that FDI boosts the economy only in the short term but actually reduces the growth and prosperity in the long run since it mainly focuses on the profit extraction from the most profitable industries such as banking, telecommunications and pharmaceuticals [19] . We analyse the impact of FDI and international trade on economic growth. The analysis is performed on four CEE countries -Slovenia, Croatia, Serbia and Czech Republic. The main purpose of the paper is to determine the relationship between GDP, NEX, FDI and GFC using quarterly data in period from 2001 to 2013. The methodology used is a classical error correction model (ECM). The rest of the paper is organized as follows: Section 2 describes review of literature. Analytical framework, methodology and data are given in Section 3.
Empirical results and discussion are described in Section 4 and Section 5. Section 6 outlines the concluding remarks.
Literature Review on Exports, Imports, FDI and Economic Growth
International trade allows more efficient production of goods and services, on the global scale, by shifting production to countries that have comparative advantage in producing them. The trick is that globally optimizing the production does not necessarily contribute to local and regional well being and vice versa. FDI is often proclaimed as an important catalyst for economic growth. The empirical studies that analyses the impact of international trade and FDI on economic growth in developed countries are numerous, while for CEE/SEE such research is lacking. Studies dealing with developed countries usually show that trade openness can have a positive impact on economic growth, especially in the long run, through imports of high-tech products, by the spillover effects resulting from FDI [16] , as well as through various reforms and programs that aim to create better conditions for participation in international market [33] . [27, 35] in their works showed that international trade influences economic growth through investment i.e. factor accumulation which helps in expansion of productive capacity and increase of potential output as well as employment creation and rise in living standards. Most of the empirical studies find positive effects of FDI on long run economic growth in host countries through multiple channels such as capital formation, technology transfer and spillover and human capital such as knowledge and skill enhancement [31, 3] . Interestingly, [7] find that FDI has a positive effect on economic growth when a country already has a high per capita income. [9] find that FDI have positive impact on growth, but only in countries with a highly educated workforce that allows it to exploit FDI spillovers. [2] find that FDI promotes economic growth in countries with sufficiently developed financial markets. These results point to the conclusion that FDI is beneficial for the already highly developed economies but its effects on developing countries is not so straightforward.
The existing studies for CEE are focused on the effect of exports on GDP; [13] for Romania and Bulgaria, [24] for Hungary, [4] for Bulgaria, the Czech Republic and Poland. [5] analysed FDI in transition countries with a special focus on Croatia in the period 1990-1999, when the majority of FDI inflow was generated by the process of privatization. [32] besides a direct effect of exports on economic growth, analysed an indirect effect induced by imports for all CEE countries. [18] suggest that the rate of economic growth in developing countries is highly dependent on the extent to which these countries can adopt and implement new technologies available in developed countries. [1] claim that there is a longrun relationship and both long and short-run causality between exports, FDI and GDP in 40% of the new EU countries. [10] examined the effects of FDI on growth for the period 1990-1998 for 25 CEE and CIS countries. They claim that FDI has a positive effect on economic growth in all of analysed countries. [6] concluded that there is a positive impact of FDI on economic growth in small transition countries such as Slovenia, Slovakia and Lithuania. [23] have concluded that the impact of FDI on economic growth in Croatia depends on the sectoral structure and the type of FDI attracted by the country. They advocate policy changes in order to attract FDI into sectors with higher value added.
The coverage of SEE countries in the empirical literature is scant, mainly owing to lack of relevant and uniform data. Methodology of data calculations varies by countries and even when data are available, the time period is too short. Most of the papers dealing with FDI in the SEE mainly refer to the theoretical analysis of FDI (e.g. [25] ). [12] broadly confirm that various factors such as labor costs and institutional variables (index of economic freedom, progress in transition, political stability, privatization method and EU accession) play an important role in attracting FDI. [22] analysed FDI in Balkans in early 2000s and finds that the impact of market size, labor costs, natural resources and distance from the core EU countries has a significant impact on FDI inflows. [8] shows that macroeconomic stability and economic openness have a significant impact on the economic growth and FDI inflow in the ex-socialist countries.
Methodology and Data
Over the last two decades cointegration concept was brought to the forefront of macroeconomic research.
Although still often found in various studies it is common knowledge that a vector autoregressive (VAR) model specified in differences is valid only if the analysed variables are not cointegrated. If the series are cointegrated, an ECM should be employed [17] . VAR model can suggest only a short run relationship between the variables since the long run information is removed by first differencing, while ECM avoids this. Furthermore, ECM distinguishes between a long and short run relationship and can identify causation sources that cannot be detected by the usual causality test. The EC model used in this paper can be represented as:
LGFC LFDISTOCK LNEX LRGDP LRGDP 
where ∆L -logged first difference, RGDP -real GDP, NEX -import coverage ratio, FDI stock -stock of foreign direct investments, GFC -gross fixed capital formation, ECM -error correction term, u -error term. In the case of ECM, where causality comes from two sources, the EC term and lagged variables, causality can be confirmed by undertaking a joint F-test of the EC coefficient and the coefficients of lagged explanatory variables. The ML approach to cointegration makes it possible to test for the cointegration rank [20] . It allows for the estimation of these vectors and testing of linear restrictions using standard asymptotic inference. [20] shows that the small sample bias and normalization problems inherent in the LS approach do not arise in his method. In determining the number of the cointegrating vectors both the Trace and the Max-eigenvalue test using the critical values of [28] were used. Same as in VAR analysis, innovation analysis can be used to obtain information concerning the interaction among the variables in ECM. It is possible to analyse the dynamics of GDP in terms of the relative contribution of endogenous shocks and their transmission effects [11] . In determining the order of variables, the Cholesky factorization is used in which the largest variance is attributed to the variable ranked first.
We use data on real GDP, GFC, NEX and FDI stock for Croatia, Slovenia, Czech Republic and Serbia.
GFC is measured by the total value of a producer's acquisitions, less disposals, of fixed assets during the accounting period plus additions to the value of non-produced assets (subsoil assets or major improvements in the quantity, quality or productivity of land) realized by the productive activity of institutional units. Real GDP is an inflation-adjusted measure that reflects the value of all goods and services produced in a given year, expressed in base-year prices. In our case 2010 is the base-year. NEX is the share of a country's own imports that is subject to particular non-tariff barriers. They are calculated by attaching actual values to bilateral trade flows between various exporters and the importing country.
FDI stock refers to the value of the investment at a specific point in time. FDI is recorded in the internal investment position: outward FDI stock is listed as assets of the reporting economy and inward FDI stock as liabilities. We used only inward FDI stock data. All of the data was collected from national central banks and statistical offices. All variables are deflated and seasonally adjusted using X12ARIMA
and are expressed in natural logarithms. Series for Croatia, Slovenia and Czech Republic consists of quarterly data in period 1Q2001 -3Q2013. Analysis of Serbia is performed separately on the original and interpolated data. The original FDI series for Serbia consists of only 18 observations due to the lack of official data (observations start from 4Q2008 and end at 3Q2013). Although lacking quarterly data, the yearly data is available and thus the interpolated FDI time series for Serbia was constructed by finding the quarterly, seasonal dynamics and applying that intra yearly dynamics to the period between Q1/2002 and Q3/2008.
Empirical Results
To find the best model, we try to find a model which satisfies the expected signs of coefficients in accordance with the economic theory. ∆ -first-difference, L -lag operator * significant at 10% level, ** significant at 5% level, *** significant at 1% level, t-statistics in brackets NEX -is significant and has the expected positive sign. Long run positive relationship between GDP and NEX means that there is a positive feedback between higher imports coverage, usually resulting in lower current account deficit, or even surplus and GDP. This relationship goes against the prevailing popular
trend of promoting open, liberal economies, where the states should not be troubled by their imports/exports ratio since other factors, such as FDI, will balance out their balance of payments. It speaks in favour of conservative approach to economy, where the states take care of their current account and their imports-exports ratio and try to achieve growth not through foreign lending or FDI, but through stable, internally driven growth. There are many studies that highlight the importance of exports-led growth hypothesis [15, 34] . They confirm that exports mitigate foreign-exchange restrictions and facilitate the imports of technology and production methods. According to them exports affects better utilization of capacity and economies of scale which results in an increase of factor productivity.
FDI -is significant but the sign of the influence is not uniform. For Slovenia, Serbia, and Czech
Republic there is a positive relationship, meaning that in the long run there is a positive relationship between higher FDI and GDP growth. This finding is in line with the mainstream literature on FDI and its influence [2, 26] . In the case of Croatia there is a significant negative sign in the long run which indicates that there is a negative feedback between FDI and GDP growth. At first this sort of relationship may seem counterintuitive. The above mentioned literature indicates that FDI is positive for the economic growth and that FDI will lead to higher GDP growth. [19] offers an in-depth explanation why a negative relationship is not counterintuitive but often very logical. [36] categorises popular misconceptions about FDI:
1) FDI has a stabilizing effect on economy cycles and is therefore preferable to loans. The first part of this statement is partially correct, but since bond yields for Croatia and CEE countries is cca 4-6%
and ROE is 10-20% it turns out that loans are 2-3 times cheaper than capital. The resulting savings can easily be used to smooth out the economic cycles. Loan repayments can be flexibly arranged, over long time periods and sometimes their repayments can be linked to current account position of the country. Taking this into consideration results in FDI having no comparative advantage to loans while being several times more expensive.
2) Equity capital/FDI can have a positive effect on country's balance of payments. The cost of FDI/equity over the short run can be significantly less than costs connected to loans because dividend yields can be lower than bond yields. This is correct if the yields are absolutely freely determined by the market and the loan repayment period is short. If the interest rates are preferential i.e. lower than market, which is usual in case of interstate loans, structural loans, development loans, etc., or/and the repayment period is longer, the costs of loan can be lower than the cost of FDI even in the short term. Equity owner can easily recover lower dividends paid during some starting period by simply increasing dividend payouts in the following periods, reduction of capital, sale of company's assets, transfer pricing, etc. In real life situations, when there is an urgent need for capital, it is far easier, faster and cheaper to get a loan than to attract equity investments. Furthermore, loans can be refinanced, reprogrammed or even a loan moratorium can be approved.
3) ROE reinvestment rate can be so high that outflow of money from the host country can be lower than interests paid. This sort of ideal situation is possible when a host is a developed country, but almost never happens in the developing markets. Since Croatia is not a developed country it is clear why this claim does not hold and can be viewed as a fallacy. One should not forget that the final goal of any investor is profit, and in the case of investing abroad repatriation of it. This is especially pronounced in countries with weak currency due to currency depreciation risk. All of the above stated misconceptions are especially pronounced if the FDI is entering a country in a form of Brownfield, not Greenfield, investments, as in the case of Croatia. A similar explanation is given by [29] who suggested that the negative relationship between FDI and growth in transition economies could be explained by the form of FDI, which had been predominantly through acquisitions (Brownfield) rather than Greenfield investments.
GFC -has a positive sign signalling an expected positive relationship between investments in fixed assets that enlarge the infrastructural and production base of the country and it's GDP. A negative sign for the GFC in relation to GDP would mean that such an economy is oriented towards consumption as a means to generating GDP growth as opposed to basing its growth on investments in long term, fixed assets.
EC -error correction term -there is a significant negative sign meaning that the series are NEX -for all of the analysed countries, except Slovenia, is significant and negative. The short term sign is opposite to the long term sign. Although surprising at first, the difference between the signs in the short and long run can be explained. When talking about the long run positive relationship between GDP and NEX the advantages of the positive feedback, in form of the current account surplus and lower debt levels, were emphasised. All of the mentions effects are positive and self-explanatory so what could be the reason for their negative relationship? NEX can be improved either by increasing exports or decreasing imports. If the improvement in the NEX comes not from the increase in exports but decrease in imports, in the short run, it is expected that the effect on the GDP will be negative. Only when the positive effects of imports substitution start to diffuse throughout the economy, can a positive effect on the GDP start to appear. The opposite also holds, if the worsening of the ratio comes not from the fall in exports but increase in imports, the short term effects on the GDP will be positive due to excess spending, taxes, custom duties etc. The negative effects of increased imports will become obvious only after a certain time lag.
FDI -shows similar behaviour to NEX, i.e. its sign is the opposite to the long run. It is positive for Croatia and negative for Slovenia, Czech Republic and Serbia, meaning that in the short run FDI has an opposite effect on the GDP compared to the one in the long run. Taking Croatia for example where the short term positive sign turn negative in the long run, a simple explanation can be given. The inflow of FDI, which came in the form of brownfield investments, partly in the state enterprises, created excess money that went into social programs, employee privileges and infrastructure, which immediately resulted in increased GDP. In the long run the negative effects of brownfield FDI overtook the short term positive ones.
GFC -is significant and negative only for Serbia. An explanation is that in the short run Serbia is oriented towards consumption as a means to generating GDP growth as opposed to basing its growth on investments in long term, fixed assets. Since GDP effects of consumption are instantaneous recorded it is not rare to see that countries often favour their short term, unsustainable growth over a long term, sustainable, investment driven growth.
Variance Decomposition and Diagnostic Testing
Further analysis of the relations between variables is performed by variance decomposition of the GDP. 
Conclusion
We analyse the causal relations between GDP, NEX, GFC and FDI stock in selected CEE countries (Slovenia, Serbia, Czech Republic and Croatia). We found a positive long run influence of NEX, FDI and GFC on GDP for all of the countries, except Croatia. A negative relationship between FDI and GDP in the long run in Croatia is explained by referring to five FDI misconceptions. For all of the countries, there is a long run positive relationship between GDP and NEX, which goes against the prevailing popular trend of completely open economies, where the states would not be troubled by their imports/exports ratio. The results speak in favor of a conservative approach to economy, accounting for current account and imports/exports ratio, where growth is achieved not through foreign lending or FDI, but through stable, internally driven growth. In the long run there is a positive relationship between GFC and GDP which means that enlarge of infrastructure and production base of country also enlarges its GDP. These findings will be helpful in analyzing the nature of dynamic relationships between GDP, international trade and FDI in the case of CEE/SEE countries. The inclusion of other potential variables such as employment, education, tax incentives, foreign exchange rate, quality of infrastructure and market size leaves room for future research of economic growth drivers in CEE/SEE countries.
